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: GERMANY EXCHANGE RATE AS OF NOV. 9, 1977 
U.S. $1.00 = DM 2.2531 


1976 1977 VY 75/74 76/75 77/76 2&/ 


INCOME, PRODUCTION, EMPLOYMENT 
GW at current prices (DM billion) 6/77 1,124.9 
i 621.9 
228 .6 
232.9 
GNP at 1970 prices (DM billion) 6/77 789.1 
QP Price Deflator 6/77 3.3 
Per capita GNP, current prices (DM) 6/77 18,309.0 
Disposable Income (DM billion) 6/77 
Savings as % disposable income 6/77 
Employment (1,000s) of wage and salary 
earners, industri 7 
Unemployment Rate 10/77 
Productivity Gain 4/ 6/77 
Indices: 
New Industrial Orders, Value (1970 = 100) 9/77 
industrial “roduction 
Retail Sales, Value (1970 = 100) 8/77 
Industrial Wages per employee (1970 = 100) 
Cost of Living (1970 = 100) 10/77 
Industrial Prices (1970 = 100) 9/77 
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MONEY 
Money Supply (Mj; DM billion)* 8/77 
Domestic Credit Outstanding (DM billion)* 8/77 
Federal Debt Outstanding, Domestic 
(DM billion)* 6/77 
Anmuaal Federal Debt Service (DM billion) 12/77 
External Debt (DM billion)* 6/77 
Interest Rate, Central Bank* 11/77 
Interest Rate, Comm'l bank medium-temn* 9/77 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves (DM billion) * 
Balance of Payments (Basic Balance, DM billion) 
9/77 -10.8 
Balance of Trade (DM billion) 8/77 22.6 - 
Exports, FOB (DM billion) 8/77 176.7 -3. 
U.S. Share (DM billion) 8/77 21.3. =26. 
Imports, CIF (DM billion) 8/77 222.2 154.0 2; 2 
U.S. Share (DM billion) 8/77 17.6 11..5 i ee 
Main ts to U.S. (Jan.-June 1977; $ mill.): Motor vehicles 1,375; machinery 628; 
chemicals 444; electrical equipment 172; optical and precision mechanical products 117. 
Main from U.S. (Jan.-June 1977; $ mill.): Chemicals 525; machinery 510; edible 
fats and oils 502; electrical equipment 356; grains 270; aircraft 179. 


v Cumulative through latest date shown, except for items marked *. 2/ 1977 through latest 
te shown over the same period in 1976, except for items marked *. 3/ As percent of labor 
force. 4/ Increase in real damestic product per worker. NOTE: Items marked * are as of 


— end 1975 and 1976, and as of latest month shown for 1977. 1977 percentage changes 
indicate changes of latest shown over comparable date in 1976. 
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SUMMARY 


1977 has been in most respects a disappointing year 
for the German economy. GNP will have risen by only 
about three percent as opposed to a FRG projected 
rate of five percent for 1977 and to a 5.7 percent 
rate in 1976. Unemployment at about 4.5 percent has 
remained at the previous year's level. One bright 
feature of the economic situation has been a continued 
moderation of inflation. The consumer price index is 
expected to rise by less than four percent in 1977, 
down from a 1976 rate of 4.5 percent. Lower than 
expected consumer and government expenditures and 

a slackening of export growth underly the weakening 
of demand during the course of the year. 


In an effort to prime a drooping economy the Federal 
Government is increasing budgetary outlays in 1978 

by ten percent and cutting taxes by an estimated 

DM 11 billion. The latter encompass benefits for 
investors and consumers and should boost private 
sector expenditures on all fronts in the new year. 

As a further anti-cyclical fiscal measure state 
governments are being urged to advance their capital 
outlay programs. The Government hopes to raise the 
GNP growth rate to 4.5 percent in 1978; uncertainties 
about the world economic situation and the responses 
of business, labor and the public to fiscal incentives 
lead some observers to a much more cautious prognosis. 


U.S. exporters to the German market rose only marginally 
in 1977. The U.S. market and those of the oil 

exporter countries were the most buoyant for German 
exporters in 1977. U.S. exports should benefit from 

a modest increase in the rate of import demand in the 
coming months. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economy Stagnates 


After a fairly strong recovery in 1976 from the 
post-oil crisis recession, the rate of economic 
expansion decelerated in the first quarter of 1977 
and came to a halt in the second. Although the 
economy is believed to have staged a mild recovery 
in the second half of the year, real GNP growth will 
only be about three percent in 1977. 


Because Germany exports about 22 percent of its 
product, exports being widely regarded as the engine 

of growth, much of the responsibility for this year's 
disappointing economic performance is attributed to 

the external sector. Export volume will have increased 
by about five percent in 1977 but this falls short of 
the rates generally forecast for the year. 





Investor demand has moderated in recent months. With 
capacity utilization rates at about 80 percent 

business has had correspondingly less inducement to 
maintain a high rate of capital expenditure. Invest- 
ment outlays were probably also affected adversely 

in mid-1977 by the expectation of tax relief from 

the Federal Government. As early as June speculation 
was rampant that the Government would provide additional 
stimulus to the economy in order to reestablish a 
satisfactory pace of economic expansion. 


There are some tentative signs that investment 

activity may be on the upswing. Orders for machine 
tools have risen recently and leasing companies 

report a strong demand for capital goods. A recent 
industrial survey by the Ifo Economic Research Institute 
in Munich showed a nominal eight percent increase 

(about four percent in real terms) in capital spending 
by German industry during 1977. Demand for commercial 
building construction, by contrast, continues to be 
weak. 


Consumer demand was stagnant in mid-1977. Although 
the high rate of private savings has tapered off 
during the past year and some DM 25 billion in 
previously illiquid statutory long-term savings 
instruments became liquid in 1977, the German public 
has not boosted consumption outlays as projected. 


Holiday spending, however, may have given an end of 
year boost to 1977's consumption growth rate as 

the consumer industries were reporting gains in 
autumn orders. Raising the amount of the Christmas 
bonus exempted from income taxes gave perhaps the 
biggest fillip to sales. A further mild incentive 
to consumer spending in late 1977 was the scheduled 
increase by one percent in the value added tax to 
eleven percent as of January 1, 1978. 


Squeeze on Profits 


Excess capacity helps to account for investor sluggish- 
ness, but some see the diminished profits' expectations 
of business as a more basic cause for the investment 

lag. In recent years wages (except for 1976) expanded 





much more rapidly than profits and interest income. 
The fall in the rate of return on capital has, in 
view of some observers, dangerously weakened the 
incentives to invest. While business profits improved 
substantially in 1976, they are expected to have 
increased only nominally, indeed if at all, in 1977. 
Many observers claim that there will be no strong 
upswing in investment as long as business holds 
pessimistic expectations about future profits. 


Rising labor costs, however, are not the only reason 
for diminished profitability. Since early 1975 the 
mark has, on a trade-weighted basis, appreciated by 
about 20 percent against the other principal currencies. 
Exporters in some instances are reported to have 

trimmed profits in order to retain market shares. 


Wage Moderation Stressed 


Although the average wage level is expected to increase 
by only about 6-7 percent in 1977, still greater 
restraint is being urged by the business community 

and by many economists for the 1978 wage negotiations. 
The recently announced consensus prognosis of the 
economic research institutes recommended average 
increases of no more than six percent if merely 

modest increases in employment and output were to be 
obtained. 


The outlook for labor/management harmony was dimmed 
in mid-1977 by a management challenge to the 
constitutionality of Mitbestimmung (codetermination) 
-- the right of labor to participate in firm policy 
making. In retaliation labor withdrew from Concerted 
Action (the council of industry, labor, and government 
which, at its twice yearly meetings, tries to achieve 
common agreement on economic policy). Despite 
frictions over codetermination, Germany has a remark- 
able record of peaceful industrial relations which 
all parties recognize as an essential element to 
economic stability. This common understanding bodes 
well for the continuation of good management/labor 
relations. 





Tax Relief and Government Spending to Foster Growth 


The economic slowdown has led to tax and budgetary 
revisions which will help to bolster economic activity 
in the months ahead. Accelerated depreciation 
allowances will reduce the tax payments of business 

in 1978 by DM 1.5 billion and increases of the tax- 
free allowance on Christmas bonuses and of personal 
income tax exemptions are expected to cost the 

German Treasury DM 9.3 billion. These measures 

should help stimulate private investment and consump- 
tion, which were lagging in mid-1977. 


Government expenditure policy will also contribute to 
economic expansion in the year ahead. Federal 
Government outlays are to increase by 10.1 percent 

in 1978 to DM 187 billion. An ongoing investment 
program involving DM 16 billion is expected to get 
into full swing in 1978, further boosting the 
economy. State governments and other public entities 
are being urged to accelerate their expenditure plans 
in order to enhance the anti-cyclical impact of 
public sector expenditures. 


Tax relief and higher public expenditure levels 

will tend to widen the public sector deficit, possibly 
by as much as DM 14 billion or more. The public 
sector deficit was almost halved between 1975, when 
pump-priming measures following the post-oil crisis 
recession were introduced, and 1977. The reduction 
in this deficit was partly but not altogether 
intentional. To some extent expenditures failed to 
materialize at the anticipated rate and tax revenues 
developed more buoyantly than the authorities had 
projected. This fiscal drag on the economy should 
be absent in 1978 following the introduction of the 
measures discussed above. 


Accommodative Monetary Policy 


Slack consumer and investor demand together with 
monetary ease have helped to prolong the downward 
slide, underway since mid-1974, of interest rates. 

The current policy of the Bundesbank is to keep 
Central Bank money expanding at an annual rate of 
about eight percent. The money supply -- currency 

in circulation and sight deposits -- should register 
an increase of similar size. The monetary authorities 





are expected to maintain monetary expansion on the 
same general course in 1978: That is, it should 

be accommodative to any impulses for expansion but 
should not seek to spur loan activities through the 
creation of excess liquidity. Such a policy, it is 
believed, is consistent with growth objectives while 
at the same time dampening inflationary tendencies. 
Total credit expansion in 1978 is officially projected 
at DM 27.5 billion. 


Current Account Balance Erodes in 1977 


Although the trade account will register a slightly 
larger surplus than in 1976 (DM 34 billion), the 
current account surplus in 1977 will be down from 
1976's DM 8 billion level. A strong surge in German 
tourist expenditures was the principal element in 

the decrease. In the capital account, German private 
foreign investment continued to expand at a brisk rate. 


Inflation Continues to Wane 


Inflation has declined steadily since early 1975. 

In 1976 the consumer price index increased by 4.5 
percent and should rise by slightly less than four 
percent in 1977. The appreciation of the mark and 
lower commodity prices have helped to suppress domestic 
inflation. Conservative fiscal and monetary policies 
were also essential elements toward maintaining 
Germany's virtually unparalleled record of price 
stability. 


The price level is projected to rise at a modest 

pace in 1978. Whether the consumer price index will 
continue to decelerate depends on several external 
factors -- international commodity prices, export 
demand, and currency exchange markets among others -- 
as well as those factors under the control or partial 
control of the German authorities. Undoubtedly slack 
demand was important to a further stabilization of 
prices in 1976. 





Outlook for Growth 


The German Government is aiming for GNP growth of 

4.5 percent in 1978, a rate it judges to be consistent 
with its obligations both for furthering world economic 
expansion and stability and for domestic price 
stability. Many observers do not believe that the 
current economic indicators point toward so strong 

an upturn in the upcoming year. The consensus view 

of the five German economic institutes is that GNP 
growth, absent more stimulation than now foreseen, 
will only be about three percent. This rate of 
expansion would be neither sufficient to stop a 
further rise in the numbers of the unemployed, now 
more than 1,000,000 (seasonally adjusted), nor to 
stimulate imports enough to have any appreciable 
effect on Germany's principal trading partners. 


An important drag on the economy has been the blocking 
of a number of public works projects from environmental 
considerations. Generating the most controversy 

have been atomic power plants but road and other 
construction projects have been halted as well. 

It has been estimated that up to 50,000 jobs and 


DM 20 billion of projects have been affected by legal 
actions and administrative delays arising out of 
environmental considerations. 


Some observers are also critical of the tax package 
as a pump-priming device. It is argued that a 
permanent restructuring of income tax rates would 

be a stronger incentive to consumption and investment. 
The changes in the tax system just legislated are 
widely regarded as ad hoc, hence the taxpayer remains 
uncertain about his future tax liabilities and 

his future disposable income. 


German Government spokesmen say no further economic 
stimulation will be considered until the late spring 
of 1978. If the economy then has failed to respond 
to the desired degree, presumably the authorities 
will opt for additional fiscal stimulus. 





PART B - IMPLICATIONS FOR THE UNITED STATES 


Trade Balance Shifts in Germany's Favor 


After very impressive increases of imports from the 
U.S. in 1975 and 1976, the pace slowed to a very low 
rate of increase for the first eight months of 1977. 
One factor helping to account for the slowing pace 
is the drop off in the tempo of Germany's overall 
import demand. Nonetheless, the U.S. share in the 
German market during the first eight months of 1977, 
according to preliminary statistics, fell from 7.8 
percent in 1976 to 7.5 percent in 1977. 


German exports to the U.S. market have done very well. 
Preliminary figures indicate that U.S. purchases from 
Germany rose by 22.7 percent during the first eight 
months. The U.S. share in total German exports rose 
from 5.6 for the same period in 1976 to 6.4 percent 

in 1977. The bilateral trade balance, nonetheless, 
continued to be in the U.S. favor, albeit only slightly. 


Impressive Gains by Some U.S. Products 


During the first six months of 1977 German imports 

of finished manufactured goods from the United States 
advanced, as compared with the like period of 1976, 
by 18 percent to $1,971 million. The largest group 
of that product category was machinery, which at 

$510 million, exceeded last year's levels by 19 
percent, and accounted for more than one quarter of 
U.S. manufactured goods sold in the German market. 
The above-average increase of U.S. sales of machinery 
resulted in an improved U.S. market share in that 
commodity group, which at 17.1 percent was the highest 
U.S. share for any first half of any year since 1971. 
Increases in dollar values and U.S. market share, 

as compared with last year, were registered for 

power engines, machine tools, paper and printing 
machinery, textile and leather machinery, and agri- 
cultural machinery. Although U.S. sales of office 
machines increased in dollar value, the U.S. market 
share declined slightly (from 29.2 percent last year 
to 28.4 percent this year). 





U.S. sales in the German market of chemical products, 
the next largest commodity group of finished manu- 
factures, reached $440 million, an increase by 17 
percent over the corresponding period of last year. 
The U.S. share of the German import market, however, 
declined from 12.6 percent last year to 12.0 percent 
this year. While pharmaceuticals increased their 
market share, other major commodity groups like 
plastics, photochemicals and dyes recorded declines 
of varying degrees in their market share. 


Major gains were reported for U.S. optical and 
precision instruments, reflecting the U.S. technological 
lead in this area. At $102 million, U.S. sales exceeded 
last year's levels by 26 percent and the U.S. market 
share improved from 16.2 percent last year to 17.4 
percent this year. 


Several commodity groups representing predominantly 
consumer goods continued their advances. For example, 
U.S. sales of glass, ceramics and china increased 

by 44 percent to $26 million and the U.S. market share 
came to 4.6 percent, compared with 4.0 percent last 
year and 3.7 percent in 1975. A continued advance 
was also registered for nonferrous metal products, 
which at $56 million exceeded last year's levels by 

52 percent. The U.S. market share was 6.9 percent, 
compared with 6.2 percent in 1976 and 6.1 percent 

in 1975. U.S. sales of cutlery, tools and ironware, 
after a set-back last year, advanced by 32 percent 

to $38 million and the U.S. market share improved 
from 3.9 percent last year to 4.4 percent this year. 


Although U.S. sales of electrical equipment advanced 
in dollar value by 8 percent to $356 million, the 
U.S. market share declined from 14.3 percent last 
year to 12.7 percent this year. Also the advance 

in sales of U.S. aircraft by 25 percent to $179 
million was not sufficient to maintain the U.S. market 
share (down from 36.0 percent last year to 31.4 
percent this year). In view of new orders for U.S. 
aircraft placed by the German Lufthansa the U.S. 
market share may improve considerably in the near 
future. 





Trade Outlook 


German economic policymakers are committed to a 

growth target for 1977 which is substantially higher 
than 1976's approximate thrée percent rate. Tax and 
expenditure decisions taking effect in the new 
calendar year will tend to raise the level of German 
imports. U.S. exporters may also be better positioned 
for sales in the German market as a result of exchange 
rate movements. Through November 9 the mark had 
appreciated against the dollar by almost 12 percent 
from the average rate for 1976. 


Private Direct Investment Flow Favors U.S. 


Germany's 1977 investments in the U.S. were again 
outpacing U.S. investments in Germany. During the 
first six months of 1977 German investments totaled 
DM 748 million while U.S. flows to Germany summed 
to DM 559 million. Until 1975 the balance had 
always been in the direction of Germany. Thus, 
despite three years of larger German investments, 
overall U.S. investment in Germany has been much 
larger than the reverse flow. 


The appreciation of the mark against the dollar has 
probably influenced the pace of German investment 

in the U.S. Perhaps more important has been the 
shift in wage costs. At current exchange rates 
German labor is more expensive than its American 
counterpart. Some German investments are being made 
in order to maintain market shares. This trend 
seems likely to continue. 


New U.S. International Marketing Center in Cologne 


The Department of Commerce maintains an International 
Marketing Center in Cologne (Bahnhofstr. 1-9, 5000 
Koeln 1), to help U.S. manufacturers and exporters 
promote their sales in Germany. The staff of the IMC 
organizes Commerce-sponsored U.S. group exhibits at 
select German trade fairs, offering American manufac- 
turers an excellent opportunity to introduce their 
products into the German market at low costs. In 
addition, for a nominal charge, a limited exhibit space 
is available within IMC premises to U.S. manufacturers 
who wish to market their products in Germany. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





